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Rosemary Hoban, C.P.A.

HEALTH AND ACCIDENT INSURANCE
PREMIUMS

The taxpayer who has claimed a deduction
for premiums paid on health and accident
policies generally has had an argument with
the Revenue Agent if his return was reviewed.
The Internal Revenue Service has taken the
position that only the amount of premiums
which provided for reimbursement of medical
expenses constituted a deductible medical ex
pense and that portion which provided for acci
dental loss of life, limb, sight and time was
not deductible. While the United States Court
of Appeals for the Third Circuit in Drayton
Heard et ux v. Commissioner, 269 Fed. (2d)
911, in reversing the Tax Court decision, held
that the entire amount of the premium was
deductible, the Commissioner in Rev. Rul. 59393 (1959-2 C.B. 457) announced that such
decision would not be followed.
The United States Tax Court, however, in
the recent case of Donald G. Kilgore, 38 TC
No. 38, (June 11, 1962) held, in a decision
reviewed by the Court, that, subject to the
statutory limitation of 3 per cent of the adjusted
gross income, amounts paid for health and
accident insurance are deductible, and that
the Tax Court would no longer follow its
decision in Drayton Heard, 30 TC 1093, which
had been reversed by the Third Circuit. In its
opinion, the Tax Court cited the United States
Supreme Court decision in Commissioner v.
Bilder—U. S.— (decided April 30, 1962) in
which the Supreme Court laid considerable
stress on the legislative history of the enact
ment of the statute permitting the deduction
of medical care expenses.
In view of the Tax Court’s decision in Kil
gore, supra, and its announcement that it
would no longer follow its opinion in Drayton
Heard, supra, disallowing such deduction, it
would appear that the Commissioner’s position
would be difficult to sustain and that the de
ductions for premiums on health and accident
policies should be allowed.
DEPRECIATION

Much has been heard recently about lib
eralized depreciation allowances to stimulate
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the production of capital goods. New depre
ciation schedules with shorter lives have been
promised by Secretary of the Treasury Dillon
and Internal Revenue Commissioner Caplin.
Taxpayers and tax counsel are looking for these
new schedules with much interest.
Another development on the depreciation
front which is of interest to taxpayers and their
tax counsel is a new ruling by the Internal
Revenue Service. In T.I.R. No. 384 (June 7,
1962), the Service announced that it will
follow the decision of the case of Bertrand W.
Cohn, et al v. United States, 259 Fed. (2d)
371 (1958) and will adjust the depreciation
deduction for an asset in the year of disposition
so that the deduction is limited to the amount,
if any, by which the adjusted basis of the prop
erty at the beginning of the year exceeds the
amount realized from the sale or exchange.
The Cohn case held that it was proper for the
Commissioner to adjust salvage value of an
asset at the time of its disposal it there was a
difference between the salvage value estimated
and what actual salvage value was as shown
by the sale.
The Cohn case was under the 1939 Internal
Revenue Code. The Regulations under the
1954 Code (Reg. 1.167(a)-1(c)) provide that
salvage value shall not be changed after the
determination made at the time of acquisition
merely because of changes in price levels.
However, the Service takes the position that
the Cohn case applies under the 1954 Code as
well as the 1939 Code and “that it is not only
reasonable but proper to take the ultimate
facts into consideration in determining the
depreciation deduction.”
Taxpayers can expect, therefore, that if the
selling price of an asset subject to depreciation
exceeds the adjusted basis of the property at
the beginning of the taxable year, the depre
ciation deduction will be disallowed in the
amount of the excess. To illustrate, a machine
with a cost of $1,000 having a salvage value
of $100 is being depreciated on the straight
line method over a ten-year period. At the end
of 8 years, when the adjusted basis is $280, the
asset is sold for $400, reflecting a gain of $120.
However, the Service will disallow the $90
depreciation deduction and treat only $30 as
gain.

